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SECTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOPNENTS

The peturn to Tokyo efter o thirtoon month absence, of Lt. Gen.
Dorevyenko, the USSR member of the Allied Council fer Japan, presagosg
3porenged Sovietesctivity in Japan (page3 ) .

‘ A gigoable reduction or possibly a major withdrewal of Soviet foroés
from North Kores is indieated by the pattern of recent events (paga3 ).

While the military situaticn in China remains quiet, Chlang Kai-shok
hes indicated hie concern over future develo ants by requesving addie
tional US aid Por his armies in North China (page &), The Commmist have
further consolidated their position in that area by recently ostablishing
o People'’s lorth China Government- (parge ). In external relations, there
ta nvi&gnce shat China is sdopting & stiffer attltude vlis-a-vig the USSR
pare Ble : )

11 Yndochina the indecisive Frendh polisy is expected to lead to'a
more critical situation (pagey ).

Unless the Dutch or Republican Government take precipitate action
the 1S Delegstion of the UN Good Offises Committes in Indonesia may still
have an oppertunity to present a compromise agreement .(pagey R

Trouble in South Siam has led to UK and Siamese cooperation on border
control. (pageg ).

O Th ouseeeding soction of this Jeekiy, the Tollowing mArginAl
notaticns are used:

(1) Double asteridk (#t) —-placed at beginning and end of infer-
mation bassd solely on "8/8 distribution” series.

2 Sin%le'asterisk (#) —to flag item containing "S/S distribution?
series,

' (3) ©AM, "BW, or "CY ~-importance, in B/FT‘'e opinion, of the item,
with BA® pepresenting the most imperient ones.
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SITURY (cont:mued)

The US Erbassy in Rangoon, in view of the development of serious
difficulties between Karens and Burmans, has recommended delaying
action on & reguest for large quantities of US arms and eqmpment.(pageg ),,

The amnesty mervy-go-round in the Philippines has entered a

decielve stage as result of a Huk loaderts support of Soviet policy
(page10).

ey
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Perayyanko!s rolurp presases inereased Sovieteactivity in Jupsn. Idewbed-  pn
ant General Kuzma M, Derevyanko, the USSR member of the Allied Copneil for
Japan, - returned to Tokyo on 31 August, 1948 after a thirtesn mouths absence
in the USSR, Undoubtedly Derevyanko returns from Moscow thoroughly indoce
trinated with the latest political strategy and party lines, The Soviets
in an inereased effort to embarress the Qecupation may be smpseted to con=.
centrate on activity in the Allied Gouncil for Jepan which- they utiiize as
& sounding-board and politieal guldance to the Japansse Communist Party
(JCP)., Party activity may now be expected . to multilply in the form of:

(1) more outspcken eriticiem of the Occupation;- (2) incremsed labor agie
tation directed sgainst Japanase- Government restrictions on Government
Buployees® unions; and {3) contimued public criticism of the Government
for Japan's present economic conditicna, h ' N

7o

Coincidental with Derevyankols return, the JCP on 1 September demanded ,
for the first time, an oarly peace treaty, The Party demands, “dppesaling. to
nationalistic sentiments, inelude the complete withdrawal of ccoupaticn
forces and complete economic and political independence, the recoguition
of Japan®s right for self-defense and the restoration of all islands that
recially and histordcally belong to Japan,

EOREA

4 slzeable reduction or possibly s major pithdrawel of Soviet forces from  nan
Eorth Koves is indicated by the pattern of recent sventa, Moverents of
Soviet troops and depeondents started early in Moy 1948 and on 8 Jwne the
Soviet High Command smnounced that there would boe a reduction in the Sovist
Aruy in North Korea, Anelysis of reports of truck and rail movements of
Soviet personnel prior and subsequent to the 8 June anncuncement, reduction
in Soviet officer strength, command changes, transfers of Soviet equipment
%o the Horth.Korean People's Army, the gradual replecement of Soviet Army
units by Peoplefs Army contingents at the 38th Parallel, the 25 Auvgust
election to meke officiel the existing North Korean government and the
growing insistence in Soviet propaganda ealling for withdrawal of a11 =
foreign troopas fyrom Korea suggest the consolidation of Soviet troops to
permit easy withdrewal in the near future, Such a move would bé logical
well timed, -considering that the Soviets already have accomplished
sych objsctives as the institution’iof a Soviet~type Government, the crea=
tion apd training of en:army, the eraétment of social reforme; and pelice
¢ontrol of the populaces The efficient execution. of the 25 August election,
‘u8dé to appear as including both North and South Koren, and the withdrawal
of most of Soviet forces im North Korea ecould be gtrong diplomatic and
pPropaganda erguments at the forthcoming United Nations session in Pgris,

I
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OHINA

%ﬁ requeusha military aid for North China, CHIANG Yoi-shek has A"
indica p officlals his desire to increase shipments of arms
aud squipment to lorth China. The Generalissimo's apparent revarsal
vigwg~vis North China is probably based on the realigation that further
failure on the part of the Nanking Govermmsnt to make some atbempt to
alleviate the ocurrently precarious situstion of the North Chind forces
will undoubtedly lead %o compleis alienation of the northern leaders
with the resultant realizeation of Forth China separatisin and the Yosgsible
formation of a North China ocoelition with the Communists. Further, the
loss of North China would necessitate the ocancellation of the surrsntly
recommonded ECA program in that area, with a resultent inareseing US.
reluctance to continue assistance to the disintegrating Nanking regime,

Yo major actions disturbed the gemeral mili quiet pervading the ugw
oivil war fronts of Chlna during tho past week, s Nationalists enjoyed
some local successes, esgpecially in the mid-Nan Feglon of northwest Hupsh
where they racap’mr_oa lachckou and Paiho. Apperently coal shipments from
the Kailan mines wera the only real casualty of the recent, well-publicized
attempt by Fu Tsb-yi to drive the Communitis from eastern Hopeh. Requisitions
by the military of avallable rolling stoek on the Tientsin~Chinhsien Raile
road regultéd in a virtual curtailment of shipments for the period of the
drive, T[u, lacking adequatc mimbers of repulars with which to effectively
gartison newly won areds, has been forcsd 4d withdraw and the Communigts

aro now returning tc these old base avreatn, Thus the atatus guo anbe has
been restored: the Hationalists, woakened by a divided command, are unabls
to prevent periodic Ocmmaniist interdiotion df the vital comstal rail line
from Tientein to Chinhsien, :

:

A Ggm\mis'h North China People's Goverwment has been Formed as a nAY
resull of the Horth China Provisional People’'s RopreSentative CONgrass.

The Congresa comprised 541 eleoted representatives including Democratia
ieague members, Moslem leadors and delegatos from organigzations in Na-
tiorallstae well as Commmist areas. The MNoslem minority elected theiw
ovm representatives which indicates thet the Chinese Commmiste are
vtilieing a minority pofl.ioy resembling that of the USSR, The Congress
elaotad 27 persons to a North China Governmeht Oouncil with 12 additionmal
seats to be £illed by members from areas yebt to be "llbersted®. Drafts

for organization of the new govermment were adopted at the meeting. The
formation of this govermment is a milestone in Chinese Communist orraniges
tion and, aocsording to the Communiste, is a forerunnor of an "All-Chine

- Pooplets Coveramsnt.," The stetus and jurisdiction of this govermment is not
olear, but the Commmists appear to be making progreass in consolidating
their administrative machinery. .

=
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Construation on the Dairen~Kirin Railway is being pushed by the “p?
Sovie e
arrival of increasing numbers of Soviet workmen, railway officials and o
families in the area appears to be linked with the railway sonstruction, '
Russian tanks and trucks were also reported in the area, While the 25X1X
nature and extent of Soviet mctivity is a highly spsculative issue, this
is the first report of Soviet railroad coastruction that mi bo given some

25X1X

gradence, The feverish acotivity on the rallroad,

may be betweon Kirin and NMeihckou, probably aimed at
opening a supply route to Dairem. Tho ¢pening of such & routs is dependent,
however, on the Communist capture of Mukden siroce acnatruction of a rail-
road bypasaing this key oity would be extremely difficult,

25X1X

& mora £ivm Chinese Govermment attitude toward the USSR, on the surfece "AY
at least, may be seen in Nanking's 0eoision GO serve notice of tevmination '
of the Sino-Soviet Alr Agreeoment of 1939, and in the report that the Soviet
Ambassador and the Chinese Foreign NMinister have recently held several
conferences vis-a-vis fubure Sino-Soviet relations.

Under the provisions of the Sino«Soviet Air Agreement of 1939 the Alme
Ata~Hami Alr Live, routed via Tihwa and Ining, in Sinklang was established,
This arrangement was ostensibly a joint Sino-Soviet enterprise but actually
proved to be & Soviet mondpoly with the Chinese being exoluded from adminia<
trative and operatiomal functions of the air line.

In Manchiria the Joint Sino-Soviet operation of the Chinese Changohum
Railway, &8 provided in the Sino-Soviet Treaty of 1945, has long been a farceo,
No vestige of jeint control exists, nor has any effective Chipese ndminige.

. tratirrever been allowed in the ¢losed port of Dairsie

. .Although the National Goverrnment now appears to be disposea Go resiso

thege Soviet enoroachments, it is believed that the Govermment will not be
: . adamant in insisting on China's sovergignbyand treaty rights in eny attempt
- - to nullify these pemetrations. In the final analysis Nenking will probably

agree to soms face saving compromise which will not essent weaken the
Soviet position vis-a=vis Ching. : . :
The outcome of the National Govermment's new economic progra--a - e

desperate gamble to Stave Olf runawny intiationw-BLiil remeins in question,
The new ourrency and ecomomic controls will, at bhest, provide the Governe
ment with e breathing spell during which it may be eble to sttack some
fundamental economic problems. The grave denger is loss of publia conf'idence
in the new momey, resulting in resumption of the inflaticmery spiral, and

an inevitable economie collepae of the present Govermment.

To strengthen the new currency, the Govermment will vae the foreign
currencles and precious metals exchanged for gold yusn as additional Thard?
backing. The Government also has blockaded Shanghel to pyewent the f1ight

SE

S
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of oommodities, gold, silver, end foreign exchanges 18 attempting to
gupervise oommeroial banke more closely; end reduce public expendlitures.
An earnest offort apparently iz belng mado to register private Chinese
holdings abroad.

Meanwhile, the program is baing imperiled by those persons who
would seem to gain most by preserving the Fational Govermment; big
businessmen, oivil and militery officials, and political hangers—on.
Alrcady there is evidence of large~soale hoarding end speculetion.
Substantiated reports indionte highly placed individuals made huge profits
on the ourrency conversion. Although the Govermment has mede some arrests,
there 1s considerable dgubt thet cherges will be pressed against the more
powerful, hence more flagrant offenders.

Since large-scale hoarding end spoculation in comodlities are forces
which oen motivate imflation, and since any substankial price inoreases will
be refiected in a general flight from the gold yuan to commodities, the
potivities of the oorrupt, shortsighted elements in the National Govermment
contain the seeds of early collapse of the new ourrencye

Inclusion of Worth China in the allacation of US Ald Recons truction upe

funds was armmovnoed Dy LCA on 1 Sep 48, The Tirst projects approved by

¥ were allocated approximately $1,000,000 each. They are the Kailan Uining
Administration, the Tientsin-Pelping Power Company, the Yengtse Power Company
and the Taiwan Suger Companye Although small, thess grents will be suffioient
to ensure their continved operation., The Kallan Mining Administration is
rerhaps the most urgent reconstruotion project epproved, as its equipment

has deteriorated so far thet a breakdown of mining operations is threatened.
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TINDCCHINA

Indecisive French policy expected to Isad %o continuing deterioration, "B
Upon his refurn to Jaigen from France on 2 September, Frenth iigh Comiissioner
Emlle Bollaert reiterated his position that the 19 August French Assenbly
vole was practically eguivalent to ratification of the 5 June Framo-Viet—
namosd protocol, Despite thls statement, however, resction in Indochina by
sane meibers of General Iuan's provisiondl government continued to be that

of fear and discouragement and included threats of resignation. The poeition
of the Soclalist Party in France, which insists that negotiations must be
conducted with "all Bpiritual and politiﬁal families of ViEtnam.....u.u..n
who have any authority in Indochina" apperently has led same anti-Ho natione
aliste to beélieve that the French may be nogotiating clsndestinely with

Ho Chi lHnh, However, Bollaert has declared that representatives of "total-
ltarign" orgenizations will not be included in the groups with whieh the
French are ready to treat and Premier Schumen has insisted that the policy

as stated by Andre larie and adceded to by the French Assembly will stand,
Notwithstanding these statements by Bollaert and Schuman, it can be expected
that French policy will remain indecisive and that the situation in Tndochina
will continue to deteriorate.

INDONTESTA

US~sponsored compromlse agroement possible. Unless precipitate sction "AW
by the Dutch or Republisan Government déstroys any basis for the ¢ontinuation
of negotiations the US Delegation of the UN Good Offices Committes (US/60C)

may still have an opportunity to present a compromise agreement. After the
Netherlands Goverrment had completed a dreft agreement for settlement of

the Indonssian question, the bedy of this agreement, minus ite detailed annexes R
was shown in striect eonfidence to US/GOC on 31 August. At the time of presen-
tation US/00C was unable Lo make a complete analysisc of the paper inasmuch

as the misaing annexes contained information pertinent to koy issues of the
Duteh~Republicén dispute. However, a study of the body of thé agreement
convineed US/GOC that this draft would not be acceptable to the Republican
Delegation even as a basis for opening discussions since it made no con-
cessions Lo Republican desires. In order to offer the weakening Republican
(lovernment a more acceptable substitute on which to resume negotiations,

US/00C has formulated a draft agreement of its own which is based, in large
pert, on the US-Australian working paper which was presented to both parties
last June. US representatives in Indonesia believe, because of the internal
erisis In the Republican Government, that any effective proposals will have

to. be presented for N0 discussion and implementation within the nestt

few weeks,

w—cETRET

Approved For Release 2001/08/26 : CIA-RDP79-01090A000500010008-8



25X6

Approved F@elease 2001/08/26 : CIA-RDP79-0109Q#000500010008-8

N SECRET
-g-
SIAY _ |
UX and Siam cooperate on border control, Insurgent bands fleeing agn
¥ police action ig ! aiaya are olashing with Siamese border suthorities

and are reported to have estsblished a torrorist administration in south
Siam. The Covernment of Siam, however, is beliéved to be capable. of main-
taining eontrol under present conditions. Nevertheless, to achieve mas-
imam control, Siamess armed forees have established liaison with the British
*alayan headquarters in an effort to diminish movements of the invading

‘Chinese Comtunist puerrilias, The Siamese Covernment has granted the UK

permission to pursue the insurgents into Siam but only insofar as use of
the Aiamese east-west border road system is required, eanwhile, a rapid
and copdial settlement of claims for casualties and damage suffered from
recent UK air operations over socuthern Slam indicates an amenable Slamese
attitude and presages full cooveration with the UK in gontrolling the common
bordexr,

Thel Siancse Covernment mey be expected to eapitalize on
the south Simm situation by amplification of the claim that Siam 1s the anti-
Communist bulwark of Southeast Asis., It is proboble, for example, that Siam
will repeat more strongly a previcusly refused request for US assistance in
modernizing the Siamese armed forces along US lines.

TITA

Tequast for arms received by US Trbassy., ™m & Septerber the US re- rAY
ceived a request through the 'S bmbassy in Rangoon to eupply the Burmess
fiovernment with 5,000 carbinee, 2,250,000 rounds of ammunition and T650 jeeps
with two years reserve of spare parts. The request for these itens which
are available only in the US, has the support of the British Ambassador {o
Rurma. The US Embassy, Rangoon was at firat inclined to recommend approval,
but with the development of serious difficuliies between Karens and Burmansg
the Tmbassy has récomuended delaying action until there is clearer ‘evidence
that the arme would be used o suppress Communists.

Karen-Purman troubles add to eonfusion. The Karen minority problem,  "BY
which has been potentially explosive ever since Iurma became independent
becanse of centuries of animosity bLetween Karens and Purmans, has now be-
come extremoly serious. -On 1 September, the Karens of the Tenagserim Di-
vision of Southern Durma, rebelled against the Purmese flovernment and, with
the aid of Karen members of the Union Military Police, captured the important
towns of 'foulmein and Thaton. The rebellion was precinitated by the attemnts
of unpopular and untactful Government officials to disarm local Karen village
puards, Although the intervention of Karen leaders has at least temnororily
halted the uprising, the danger of Karen-Ulurman communal strife has by no
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PIRA (eontinued) )

means been removed, The development of such a conflict would make the
pregent Government's already precarious position even more untenablo, and
almost insure its early overthrow, The result would be the breakdowmn of all
administration and complete chzos,

The Karen National tnion (EWU), which is supported by & majority of the
ostimated 2} million Karens, slaims to be in control of large areas of Bastern
and Southern Burma. The KW is strongly anti-comunistic, and does not de~ -
sire to fipht the Government so long as cemmunism continues to be suppressed,
Navertheless, the KNI is obviously taking advantape of the Government!s diffi-
culties to press its own demands for an independent state or a semi-independent
state in a loose faederation., ~lthough Karen demands are impractical largely
because the arca claimed would contain a predeminantly Burman population,
Prime Minister Thokin Wu has agpeed to establish a six-man committee, in-
cluding three Karens, to expedite a settloment of the Karen demands. Tt is
also possible thet a member of the KWT will be plven the nost of Uinlster
for Kaven Affairs in the ecabinet, A

So far, both the Government and the XM have exerclsed considerable
rostreint and have been disposed to negotiate. Thakin Mu has been consistent~
ly coneiliatory towards the Xarens and the INU has often disavowsd the use
of violence to guin its ends. It would seem, at this time, that both parties
must realize the necessity of compromise. The Government camot afforyi the
development of serious conflicts between Karens and Burmans as a considerable
portion of the military forces now engaged in suppressing the Communist-
Peoples! Voluntesr (rganization insurrectlons are Karens. In fact, Lt. Gen.
Smith Dun, the Karen Supreme Commander of the Burmese military forces, has
stated that he would never lead the army against his own people., Therefors,
in event of Karen-Burman frietion most of these troops would either desert
to defend their native willages or turn upon the Government, The KWU leaders
no doubt realize that if the present Government fails, it will probably ke
replaced by another far more to the left and their desires would be further
removed from realisation. If the Karens support the Government, after oo~
tnining as many concessione as possible from it, they can use such' suppoxrt
for bargaining purposss in the future, It would sppear, therefore, that it
ie probable that a modus vivendi will be reached in which somo of the Karen
demands will be met, On the other hand, it io possible that the Karens will
be intrensigent in their demands because they fail to sec any difference
between the ideclogies of the Socialist Government and the Communists, and
fear that, unless they are given independence, they will be persecuted by
a reunited Communist~Socialist coalition. In any case, since nelther the
(lovernment nor the KNU are capable of effectively controlling their respective
extremlst elements, the recurrence of inflammable incidents leading to the
most serious conseguences is definitely a continuing possibility.
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Huk leader urges support of Soviet poliey. The amnesty merry-go-round
in the PALLippines has now entercd a decisive stage. Huk leader Iais Tarus,
a solf-avowed Commmist but generally vonsidered nationalistically~inclined,
in a statement on 7 Septenmber, appesrs to have brolken complately with
Philippine government policy &nd to have allied himsdlf with that of the
USSR, In & lebter allegedly written by Tarue to & leading Manila newspaper,
he urged the Filipino people to support Soviet policy in Asiz and stated
that In bhe ovent of war between the United Statee and Rubsis, "an invasion

of our soil by Russians would not be an sct sgainst the Filipino people but -

against American militarisbe,® Although Taruc has been consistently and
inereasingly anti-US during past months, he has previously disavowed Moscow
affilistions. Public reaction in the Philippines to Taructs current stand
#ill undoubtedly be adverse and will probably result in a renewal of the
Government!s policy of strong military action agsinst the Hukbalahap.
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